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On April 7, 2011, Governor Jerry Brown signed AB 36 in to law, which conforms California tax statutes to 
the federal law governing the taxability of employer-provided group health benefits for adult children. 

BACKGROUND 

The value of employer-provided health benefits is exempt from both federal and state taxation, as long as 
those benefits are provided to either the taxpayer or his or her tax dependents, as defined by the Internal 
Revenue Code.  The Patient Protection and Affordable Care Act (PPACA) requires that all health plans 
issued on or after September 23, 2010 provide coverage for adult children up to age 26, without regard to 
tax dependent status.  PPACA also provides that health insurance provided to an employee’s child is not 
subject to federal taxation through the year in which the child turns 26 years. 

In 2010, California enacted SB 1088, which conforms state law to the provisions of PPACA with respect to 
the coverage of dependents up to age 26; however, the state legislature failed to address the treatment of 
those benefits under the California Revenue and Taxation Code.  The result was that employees were 
subject to state income taxes on the value of health benefits provided to an adult child, if that child was not 
otherwise a tax dependent, as defined by the Internal Revenue Code.  Many employers found it necessary to 
calculate and report imputed income on employees’ W-2 forms.  Complicating this process was the initial 
lack of detailed guidance from the Franchise Tax Board and the Employment Development Division on 
how to calculate and report the income from dependent health coverage. 

EFFECT OF AB 36 

AB 36 applies retroactively to March 23, 2010.  Therefore, employees that received benefits in 2010 for their 
adult children up to age 26 will not be subject to taxation on the value of those benefits.  Employers who 
had issued W-2s reporting taxable income based on the receipt of adult child dependent benefits should 
issue W-2c forms, removing the previously reported income for any adult child dependent health benefits.  
Employers who adopted dependent coverage to age 26 in the 2011 tax year do not have to worry about 
polling employees on the ages and tax status of their dependent children under the plan. 

 

 

 

Keenan & Associates is not a law firm and no opinion, suggestion, or recommendation of the firm or its employees shall 
constitute legal advice.  Clients are advised to consult with their own attorney for a determination of their legal rights, 
responsibilities and liabilities, including the interpretation of any statute or regulation, or its application to the clients’ business 
activities. 
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